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Executive Letter

November 302012

SenRod Skoe Rep Ann Lenczewski

Chairelect Senat€ommittee on Taxes Chairelect House TagsCommittee
Capitol Building State Office Building

75 Rev. Dr. Martin Luther King Jr. Blvd. 100 Rev. Dr. Martin Luther King Jr. Blvd.
St. Paul, M 55155 St. Paul, M 55155

Dear SenSkoeand RepLenczewski,

| am pleased to present to you the findings and recommendations of the Property Tax
Working Group.

The 2010 Legislatu established the Property Tax Working Group to explore the unique
complexities of Minnesotads propertwyw tax SYVys
dations set forth in this report. The Working Group, consisting of volunteer mgmbers a

pointed by vaous stakeholder organizations, including the Legislature, and tworfomeow

ers appointed by the Commissioner of Revenue, has met and deliberated for two years to
develop these recommendations. | want to specially acknowledge the work and expertise of
Stepken Behrenbrinker and Luayn Murphy, who served as subcommittee chairssand the a
sisance of Jason Nord and Jesbiaeding from the Minnesota Department of Revenue,

who served as staff for the Working Group.

While the challenge we faced in addressing riiy@ecaties of the Minnesota property tax
resulted in differing viewpoints, this report represents the consensus of the groep. We b
lieve this report will be useful for years to come in identifying principles, goals, and direction
that will lead toward aare transparent, understandable, simple, efficient, equitable, stable,
predictable, accountable, competitive, and responsive property tax system.

We appreciate the opportunity to help begin the process of simplifying and improving the
Minnesota propertyxaystem and encourage the Minnesota Legislature to address property
tax simplification as part of its tax reform efforts.

Sincerely,
@@w@vm
KathleerA. Gaylord

Chair
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Per Minnesota Statutes, section 3.197, any report to the degialatucontain, at the beginning of
the report, the cost of preparing the report, including any costs incurred by another agemcy or anot

er level of government.

This report cos$41,000
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Executive Summary

The Property Tax Working Group wasated in 2010 to examthe many facets of Mi

n e s o topeftystax pystem amtkveloprecommendationsn howto makethe system

more simple, understandable, transparent, accountable, and efficient. The Working Group
held20meetings from Oober 2010 through November 2012

The followingsummary ofGuiding Principles and Recommendatiestablished by the
Property Tax Wéing Groupare the reult oftwo years of extensive research and debate.
Full details of the principles and recommendations are provided in the full report.

Guiding Principles

A Defend the purpose
The purpose of the property tax is to provide local reteipas for local services. The
property tax is not a vehicle for state politlee st at eds i nvolvement s

A Base property taxes on market value (true ad valorem system)
Property taxes should always be based on full estimated marketnialoeze coni-
sion, complexity, costs, and distortions.

A Base property taxes on property attributes, notvnership or occupancy
The characteristics and use of a property should drive property tax levels, while the cha
acteristics of an owner or occupaoiutth be delivered via the income tax system.

A Defend broad-based goals from narrow interests
Creating new classifications or benefits for individual or narrow subgroups of property
should be avoided to preserve transparency, simplicity, and efficleneystetn. The
cost of administering narrow preferences oftemeighs the benefits received.

A Consider more transparent alternatives
When evaluating new property tax proposals, legislators should considespeayathe
provisionis needed and if themee other ways to deliver the benefit outside the property
tax system. The property tax should not be used simply to avoid direct state costs.

Final Report othe Property Tax Working Group 1



Executive Summary

A Provide sunsets to prompt review
Any new changes in the property tax system should have a sunset dateduodimee re
tion over time and remove provisions that are no lodgievang their intended goals.

A Require value or intention statements on new legislation
New property tax proposals should include a statement that describes why the change is
necessary and valhle, what it intends to do, and what alternatives were considered.
This will enrich reevaluation and decisiaking when the provision is set to expire.

A Make simplicity and transparency a priority
A transparent and understandable system facilitateaniuaccountakii A simple
system is more efficient and reduces errors, nohect@utcomes, and high coBisi-
cymakers must defend these important principles.

A Require local impact notes for any property tax changes
Local impact notes should be reegiifor all proposed changes to the property sax sy
tem to increase accountability.

Our Recommendations

1. Reduce the number of classifications
Consolidate the number of classifications from &utdresidential, agriculturalpco
mercial, other). Do notriget benefits to specific propertl@®ughmicroclassification

2. Homestead benefit®) Expand the Property Tax Refunf@®TR)program
Expandthe Property Tax Refund program as the primatiyod of homestead benefit.
Standardizthe definition of a homest# for both residential and agricultural properties.

3. Avoid or eliminate tiers and parcelinkage
Eliminate value tiers to avoid needing to chain parcels based on ownershipethereby r
ducing confusion, complexity, and administrative costs.

4. Revamp the agricliural homestead classification process
EnactRecommendatiedigcttndense classifications, standardize the homestead defin
tion, eliminate tiers/parcel linkage) to greatly simplify the agricultural homestead process.

Final Report othe Property Tax Working Group 2



Executive Summary

5. Establish an agreed upon relationship 60 r abétiveeniclassification rates
Do not use classification rates to provide benefits to narrow grsigidisb and ma
tain consistent ratipgecognize that ratio changes shift burdens to other properties.

6. Consolidate reporting, application, andffective dates
Consolidat the property taxcalendar around a few key dates to increase underktandabi
ity, predictability, and compliance.

7. Base assessments on the most current economic conditions
Support recent sales analysis efforts that make the system@sponsive. Encourage
the transition to eCRV. Use a larger geographic area for sales comparisons.

8. Make improvements to the Truth in Taxation (TNT) process
Show basic budget informatmnprovide link®n TNT notices andirect the public to
websitesvith more detailed information.ollernize the processd engage taxpayers
electronically.

9. Make improvements to notices and statements
Give notices consistent branding and distribute electronically. Include websites and email
contacts. Improve timing andordination. Show estimatatttaxable market values.

10.Investigate and plan for an eventual statewide computer system
Explore the creation of a centralized tax system to support local administration of the
tax, save total state and local costs, andvenpogountability.

11.Convert the tax capacity system to an assessed value system
Use assessed values and mill ratesr-to make
standable, transparent, and competitive across the nation.

12.Eliminate theuse of property taxes for state funding
Eliminate the state tax to restore property taxes as a l@ad t&xduce complexity. If
not eliminated, designate revenues directly for local governments, not the general fund.

13.Avoid limits, caps, and freezes
Do not imposdimits,caps, or freezes on values, tax amounts ot [Eviesindermines
budgeting and causes inequities. Let local goverb@mewctsountable to local voters.
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Executive Summary

14.Exclusions
The stateshould not use exclusions to avoid paying for benefits it trenkspartant,
nor for shortterm oronetime benefitdf used.tie exclusiont® propertiesnotowners
See full report for recommendations on specific exclusions

15.Credits
Eliminate/phase out power line credit (high admin costs) and agricultural homestead
credit (resii of other recommendationkeep disaster and disparity reduction credits.

16.Exemptions
Be selectivé exemptions must accomplish public purposes, not serve special interests.
Impose automatic review/sunset dates to improve accountability and vergySeeces
full report for recommendations on specific exemptions.

17.Aids
Allow Utility Valuation Transition Aid to naturally phase out. Sunset or phass-out Di
parity Reduction Aid (1988 legacy aid, may no longer achieve intended goals).

18.Special Valuations and &ferrals
These programs increase complexity and decrease efficiency, transpaaenoypand
ability. Impose sunset dates on all current/future programs to prompt review.

19.Refunds
Expandthe homeowneProperty Tax RefundPTR program Keep special targegi
PTR as a tool to ease impacts of other reforms. Reevaluate renter PTR with respect to
class consolidationsRecommendation 1

A downloadable copy of this report, along with meetingiatgtesearchand othern-
formationrelated to th&/orking Goup can be found online at:

www.revenue.state.mn.us/propertytax/pages/workgroup
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Introduction

Background

The Property Tax Working Group was established during the 2010 legislative session as one
component of a broader stat(t¢S. § 270C.99&hactedo address property tax system a
countability and evaluatidrhe express purpose behind these measurés pvagidestate

policy makers with the tools to create a more accountable and efficient property tax system.

Goals of the Property Tax Working Grpu
Thestatutory goals of th&/orkingGroupare®

(1) to investigate ways fonplifythe property tax system and make advisory recoayimend
tions on ways to make the system more understandable;

(2) to reexamine the property tax calendar to determine what charhée coatle to
shorten the twgear cycle from assessment through property tax collection; and

(3) to determine the cost versus the benefits of the various property tax comporegnts, inclu
ing property classifications, credits, aids, exclusions, exemptiorsearahi) and to
suggest ways to achieve some of the goals in simpler and retireieasivays.

Tax Principles

The statute also laid out several basic property tax principles that should be taken into co
sideration in evaluating property tax propdsatscome before tHegislaturéThe po-

posed outcomeshould be:

(1) transparent and understandable;

(2) simple and efficient;

(3) equitable;

(4) stable and predictable;

(5) [conducive togompliance and accountability;
(6) competitive, both nationally and globally; and
(7) respomive to economic conditions.

1 Minnesota Statutes, sec. 270C.991, subd. 4.
2 Minnesota Statutes, sec. 270C.991, subd. 2.
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Introduction

Meetings and Activities

The Property Tax Working Groupld numerous meetings fr@a®l02012 to evaluate and

consider the wide array of complexities and features of lis ot ads pr oheerty t a
Working Groupalso formedx pair of subcommittees to hold more detailed discussions of
classifiation and agricultural issudgetings and their topics were held as follows:

Oct. 7, 2010 Feh 11,2011

A First meeting, chaired the A Discussion of thelassification system
Minnesota Department Bievenue A Review of requested alternatives for

A Welcome and Introductions residentil and seasonal business

A Review of the Groupopopeshar ge

A Property Taxes & Compéexity A Classification subcommittee formed

Presentation by Jason Nord,

Minnesota Department Revenue
A Election of Chair March 11,2011

A Discussion A Mi n neAgrulterad and Rural Land
Classifications: The Assessment of
Agricultural Land and Rural Vacant Land

Nov. 18,2010 - Presentation by Michael Stalberger,

A Legi sl ati ve s@mpedyi ns Mrnesor Depteest d Reyenue
Tax Working Groupresentation by and Jeanne Henden, Sherburne
Katherine Sal, House Fiscal Analysis Count y sAOffised Blisnesotd

A Property Tax Principles, Indicators and ~ Association of Assessing Officers
InventoryPresentation by Eric Willette, (MAAO) Agricultural Committee
Minnesota Department Revenue Chair

A Property Tax Inventory Report A Chainingbwnership examp@&Tom

A Work plan écussion Dybing, Houston County Assessor

A Discussion of agricultural
classitations and homesteads

Dec 9, 2010
A Me mb tistssobPriorities for the
Property TaxVorking Group April 8,2011
A Discussion of ays to prioritize A Classification subcommittepdate
A Letter regarding agricultural
classification input froMAAO
Jan 14,2011 A Review ofequested agricultural model
A Background information on the run
classification system A Agricultural subcommittee formed

A Discussion of the classification system
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June 15, 2011 Jan 18, 2012

A Classification subcommitteedate A Consensus points and preliminary draft
A Discussion of classification recommendationseview changes

A Introduction toproperty tax calendar made at November meeting

A Discussion of the property tax calendar A Discussion of property tax calendar

A Discussion of statements and notices
A Discussion of exclusions, credits, and

Aug. 17, 2011 exemptions
A Legislative changes to Werking

Group
A 2011 property tax system law changes Feh 15, 2012
A Exclusions and credits A Consensus puis and preliminary draft
A Property classifications $tyate recommendations, review changes
A Discussion of work strategy made at January meeting

A Update on property tax calendar

A Discussion of exclusions, credits, and
Sept 21, 2011 exemptions

A Classification subcommittepdate

A Minnesota property tax refund history

A Summary of tax bases March 23, 2012

A Exclusions in other states A Property TaxwakBenefits

through and discussion of items

Nov. 16, 2011

A Agriculturasubcommitteepdate QUne 202012

A Review of requested agriculturatielo A Consensus points and preliminary draft
run recommendations, review updates,

A Classification subcommittepdate work through items

A Review of requested fetiass model
run

, July 18, 2012

A Discussion of valuation notsctuth g _ o
in taxation notices, and property tax A Consensus points and preliminary draft
recommendations, review updates,

statements :
A Review of consensus points and work through items
preliminary draft recommendations

A Discussion

Final Report othe Property Tax Working Group 7
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Aug. 15, 2012 Classification Subcommittee
A Updates from Other Property Tax Meetings
StudyGroups

A March 28, 2011

Di scusse@dHOMH® eS8 emodel
runs and ranked swaiosBriefly
dlscusselgomg to ]:8 Classes and the
dlﬁerences etwaestate ané? Iocal

class rate®iscussed consoditing

smaller classifications

June 7, 2011

Reviewegbrevious disussions.
Discussedpproaches

A Local Government Aid (LGA) Study
Groum PresentationybPat Dalton,
House Research

A PILT Report Commi ssi
Groum Presentation by Susan Damon,
Minnesota Department of Natural
Resources

A Alternative Methods of Valuing Agrlcultu'raé\l
andRural Vacant LafdPresentation
by Andrea FisiMinnesota

Department bRevenue A S.ept.& 2011 .

A Consensus points and preliminary draft ~ Finalized recommendations on
recommendations, review updates, consolidation of the classification
work through items system to bring to fulVorkingGroup.

Sept. 19, 2012 Agricultural Sulkommittee

A Updates from other Property Tax Meetings

_ Study Groups A June 152011

A G,O vernor _ETGrry fora Beitsr T R¥yieded previous discussions from
MlnnesoﬁaPresentatlon by Susan Von full WorkingGroup. Discussed
Mosch Minnesota Department o approaches
Revenue

] , A Sept 21, 2011
A Review of draft report. . :
. Reviewed purpose of subcommittee.

A Revisit clailsn:catlon adndtrr\]om.(:stead Discussed homestead linkages and
recommendations, and other ftems benefits; HGA; ownership entities;

heeding further review. valuation tiers, borrovgncredits, and
exclusions based on use vs. ownership;
Oct. 17, 2012 properties subject to referendums;
single class rate. Reviewed April 8

A Review and discussion céftireport. recommendations from MAAO.

Nov. 14, 2012
A Finalize report.

Final Report othe Property Tax Working Group 8



Property Taxes in Minnesota

History

Property Ta® Bioneering Role

Minnesota and large portions airth and South Dakota were organized into the Territory
of Minnesota by the Organic Act of 18A®at yedi nine years before Minnesota became a
staté the first terribrial assemblgstablished a property tax l&ewvyund schools. The levy

was equal to o rioarth of one percent on the ad valorem amount of the assessment rolls
made by t he ¢éRraparty tpxesav®daesnsimthesmaia source of state rev
nue until motor vehickegistratiorand gasolineaxes were adopted in the 240ith ind

vidual and corporate incentaxes not arriving until 1933

In becoming a stat®]i n n e soaostitationsprovided thaaxes shuld be equalized and
uniform.It also provided exemption from taxation

v > Dy D D> D

publicburying grounds;

public school houses;

publichospitals;

academies, colleges, universities, and all seminaries of learning;

all churches, church property used for religious purpoddsouses of worship;

institutions of purely public charity;

public property used exclusively for any publiopeyand

personal property to an amount not exceeding in value two hundred dollars for each individual

Difficulties inassessment procedure and inexperienced assessors ledeadiomeof the
StateBoard of Equalization in 188 compensate for shalfs caused by undervaluations

and assessment inequities, Governor Ramsey cut the salaries of state officials, reduced the
size of the legislature and submitted a constitutional amendment to cut the lengéh of legisl
tive sessions as a means to cut stpemsas by 3@ercent Uniform assessment, ever an
important principle, was a major goal throughout the late>1800s.

3 Laws of Minnesota 1849, ch. 7, sec. 2.
4 Kathleen A. Gaylord and Susan Chianelli Jacblistony of Taxation in Mitga@ax Study Commission, 1979), 11.
51bid., 12.
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Property Taxes in Minnesota

Uniformity and Classification
In 1905 the Legislature proposed a constitutional amendment refereedto he owi de op
amendmentAdoptedby voters in 1906, the amendment removed many of the restrictions

on the |l egislatureds power of taxateon, and
mains today) that o0taxes shalThistarguagesi f or m o
placelk t he restriction that oall taxeséshal/l b
oequal and unifor'm throughout the state.é

This allowance for uniformity within classes, as opposed to stricter uniformity witihout class
fication, paved the way for arf@l property tax classification system with separate- classif
cation ratios for each claSsich a classification system was first established in 1913 when
the Legislature created four classes of property:

Class Description Ratio

1 Iron Ore Mined or Unmired 50%

2 Household Goods and Personal Effects 25%

3 Unplatted Real Estate; Livestock, Farm Produce, 330%
l nventori es; and Manufacturers

4 All Other Property (primarily Urban Real Estate) 40%

The Great Depression brought massive delinquencies emaraddor property tax relief.
Therefore, in 1933, the Legislature not only enacted income taxes as a major new source of
revenue, it alsenacted the three new classifications under the property tax system:

Class Description Tier Ratio
3a Agricultural Machinery and Horses Used by The Owne -- 10%
and Agricultural Products in the Hands of the Produce
3b Unplatted Real Estate Used fortdomestead First $4,000 20%
Excess 330%
3c Platted Real Estate Used for a Homestead First $4,000 25%
Excess 40%

These changes brought with them the concept of homestead benefits and the concept of
valuebasediers within a classification.

6 Minnesota Constitution, art. 10, sec. 1.
7 Gaylord and Jacobson, 12.
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Property Taxes in Minnesota

Evolution of the Formal Classification System

Thel1 933 changes were the first of many change
cations have been changed in virtually every session dating baclApp#8dix Boffers

a summary of the evolution of the classification system, looking hbtspajpds in time

(1913, 1933, 1953, 1973, 1993, and 2011).

Generally, from 1933 and into the 1970s, new classifications were carved out from broader
classes, and some of the terminology evolveffdmgunplattedtoor ur al 61-t o oOagr
t ur al Oxisting classifidioneratios were not altered.
This started to change in the 1970s when the existing rat\iﬁfassificamhave be
began to be adjusted in addition to the proliferation of ne

classitations. changed in virtually «

session dating back tc
In 1985, the Legislature recodified the classifications into

their arrent mayr groupings and organizatidrne class

rates also changed significantly in their terminology and nominal expression when the major
shift occurred from the old Oassessed value
capacity andak raé s 6 s Bos axanple, the first tier of residential homesteads went

from aratioof 17%for taxes payable in 1988 tass raté1.00%for taxes payable in 1990.

In the late 1990s and first couple years of the new millennium, class rate colmpression
came a focus as the spread between the higher rates on commercial/industrial property and
the lower tier of homestead property was seen as too disparate.

In recent years, numerous smaller classifications have been added that generally encompass a
limitednumber of propertiesAlthough the classifications can be counted in many ways (by
major label, by tiers, by distinct rates) #te number of distinctly described classifications

is as high as 55 as of taxes payable in 2012.

Property Taxes Go Local

The shift toward the income tax (and other state taxes) and away from the property tax as
the major source of state revenue primarily evfstva the 1920s to the 1960ke prgo-

erty tax decreased from 50% of state tax revenue in 1903 to 6% in 1962, Mtetdoco

97% of local tax collections in the early 1960%967, the state property taas eliminta

edand collection of property taxgas turned oveo the countiesThat same year, the state
instituted the sales tax, in part to offset the loesémue it experienced by turning property
taxes over to local governments, but also to generate money for property tax relief.

81bid., 39.
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Property Taxes in Minnesota

Rel i ef i n the 1960s AClassification system
The 1967Tax Reform and Reliefracked a turning enacted with four
point in the state taking on a significant wfle classes
providing direct property tax relief anéstablishing

a stateandlocal fiscal relatiship of aid going © Bl o ey
local governments as a means toeligiroperty tax classes increase to
burdens.The state created the Property Tax Rel seven

Fund from the new sales and use t@in@ease in
the caoporate icome tax, and other sourcBEse Act

. . AHomesteads get $4,000
alsoestablished six program exemption from state
tax
A Homestead Property Tax Creffitoperty taxes
reduced 35% up to $250) Astate levy eliminated;
} ) Renter, senior, &
A Renter Income Tax Credior a portion of rent homestead credits

created; LGA, Green
Acres created

paid)

A Senior Citizen Income Tax Cre(ddr property

taxes paid up to $300) ALevy limits and

Metropolitan Fiscal

A Personal Property Exemptions (relief funas-rei Disparities enacted

bursed taxing districts for lost tax base)

A Elimination of the State Mill Levy (relief fund
were used to reduce the mill levy &irement
costs)

AProperty Tax Refund
(Circuit Breaker) created

A Local Government Aidsifdct funds to schools

AReduced assessments
and local governments)

for property damaged
by a natural disaster

Within the scale of these major changes it might enacted

easy to overlook thahe Green Acres program
(Minnesoa Agricultural Property Tax Dawas ce-
ated in 1967t(would notganermuch further atte
tion for dmost 40 yearshn 1969, theOpen Space
Propety Tax Lawwas establishedhese deferral
programs reduce the value on which qualifying la
are taxed, o0def eruntl thg 6
time theland leaves the prograifthese pograms
and the adverdf the Taconite Homestead Credit ir
1969, however, were largely footnotes in this per

of examining largeanalysis of overall property tax f;f:;ﬁg;ﬁigzsbi‘,”t‘;xmi"
burdens. gNefetel capacity system

AClassification ratios
changed; New PTR
formula; 240 acre limit
for farm homesteads
removed

ANumber of classes
reduced, ratios
increased; Native Prairieb a ¢ K S
and Wetlands Credits
repealed

ATruth-in-Taxaion

Final Report othe Property Tax Working Group 12



Property Taxes in Minnesota

Property taxes were significantly redogettie 1967
change$ut continued to increasebstantiallyn the
following yearfocused orrelief In 1971, the Leg
lature responded with levy limitations on all units
government in an effort to restrain the growth i
property taxedn addition, the 1971 Legislature-cr
ated the Fiscal Disparities prograra ageans of tax
base shrang in the metropolitan ardéne value basis
for property taxes was also changed from an adjus
market valuégenerally a third of the full markelt va
ue), to use the full market valughis move tripled
valuesbut cutmill ratesoy a comparable scale

Relief continued in 1973 with a first incarnation ¢
limited market value thinited assesnent incres
es andwith the provision o Senior Citizen Prape
ty Tax Freez&he limited market value program wa
significantly changed 1975and a 1979 Tax Court
ruling promped further changes and a pbase
when itfoundits previousstructure to be unostitu-
tional. The senior freeze wesplaced irthe followv-
ing yearss new refund programs were developed

In 1975 the Legislater enact ed ad-n
justed homestead credit
further developed and renamed the Property &ax
fund in 1977.These programs for homeowners an
renters provided state reimbursement of a share
the tax exceeding arpenage of household income.
These programs would continue to see many char,
over the years but maintain the same basic struct
The additional targeted refund for sharp increase
taxes arrived in 1980.

Changes Endure

From the late 1970s and into thie 11986, the Lg-
islature made frequent adjustments to classifgati
the size of farm homesteads, #rastructure of the
homestead and agricultural creéitavever, sveral
new exemptions, credjtand programs came into
beingduring this periadncluding: powerline credits,

Final Report othe Property Tax Working Group

AHomestead and
agricultural credits
replaced by new state
aids; Levy limits
repealed

AHomestead treatment
extended to dwellings
occupied by relative of
the owner

Alimited Market Value
established; 'This Old
House' Program
created

AElectric gen. facilities
eligible for efficiency
based exclusion; Iron
Range Fiscal Disparities
created

ASeasonal farm worker
housing & 1-unit
residential norhmstd
classes created; Sr.
Deferral created

AClass rates reduced for
most property; State
General Property Tax
created

ABed & Breakfast class
created; Market Value
Credit increased for
agricultural hmstd land

AJOBZ program
established

Ad4d low-income rental
class created; State levy
divided 95%
commercial, 5%
seasonal recreational

AHomestead Market
Value Credit replaced
by new Homestead
Market Value Exclusion
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Property Taxes in Minnesota

wetlands exemptions and credits, native pregngpéons and credi@ndenterpriseones
and creditsThe wetland and native prairie credits would belslemttand were repealed in
1987.This time period also saw the egjlo of tax increment financing (TIF) which would
trigger reforms and continual tinkering over the years.

A New ldentity

19871989 braght more substantial chandesssibly the largest single change occurred

when the tax capacity system was introdugealcirg) the assessed value and mikysate
temTaxes paid in 1989 served as a bredge, ut
fore oOonet tax capacityd hgewtratanes pdydbke inda®0mi nant
This design is unigue to Masota and the class rates were meant to ideagflyappo-

priate | evels of bur den Thefirdttier o hersepteadsthast o a p
had the benchmark class rate of 1.00% which serves asrangnstisk for other classes.

(For examje, commercial class rates have generally ranged from 2% to 5%, establishing easy

to identify 2o-1 or 5to-1 relationshipsTax rates were imagined to ideally center around

100 %, making it easicérr #daoaoeva,ehese emfés/neminalhi gh o6 o
terms, often confuse observers from other states and seem shockingly high to tose still a
customed to a mill rate system.

Other significant changes in the 19889 sessions included repealing levy limitgindia

t he oiMTTraxatiold (TNT) processreplacing homestead and agricultural credits with
Homestead and Agricultural Credit Aid (HACA), anctiitbationof Disparity Reduction

Aid (DRA).TNT is a formalized press for establishing proposed leviesfyingtaxpg-

ers, andholdinghearings at which taxpayeas eact before final levies are adopgtdCA

was a grandfathered aid that would be used to help facilitate class rate compression in the
following decade before its rep@RA was meant to ease the transition to the N$C sy

tem but it remains today as a legacy aid.

The 199

Aside from the theme ofass rate compressitirat began later in the decatte 1998

mostly featuredontinual incremental changésme of the more notable changes include:

the growth of homestead @iities,the creation and evolution of referendum market value

as an alternate tax base, the return of | im
Ol d Ho us e dhe ereatioh af the loom Range fiscal disparities program, the return

of lew limits,the return of a homestead créd# the education homestead credit), and the

creation of the Senior Citizens Deferral program.
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The Big Plan

The turn of the millennium brought some siggé and a neyovernor Governor Ventura

made a push fguolicy and administrative reforms. The administrative component of this
was a complexity tackling effort that perhaps got lost in the bigger policy discussion. The Big
Plan yielded another substantial shift of the state taking over a significantssha of

levies and redefining and increasing local government aids. The state general property tax
levy was created, marking a return for propewy t&s a state revenue sodree.edua-

tion homestead credit was replaced by new market value homestead
I:redits for residential and agricultural propethat would increase

and phase ut accordi ng ,twihrambyrseroenter t y 6 s
payments made to local governments.

The past severa
y e alhawe @arg

been marked by
growing stress
statéocal relatic Reactions to Fiscal Stress

ship, primarily The past several years in the wake of the Big Plansief@ve
largely been marked by growing streeistatelocal relationship,
primarily caused by the frequamid large state deficits. As the
quent and large economy has suffered,lsve state and local finandé® state has

deficitsAs the  made several cuts to local governmest aid credit reimbus
economy has st ments. Pressures on property tax increases é@va source of

so have state . frustrationand the property tax refund programtheen expanded
The 2011 sessioaisoincluded a replacement of the residential
homestead market value credit withea momestead exclusion
which has been the dominant issue of late.

caused by tee fr

local finances.

The changing economy has also affected different classes dfepropelifferent ways.
Agricultural property taxes haverma particular area of focGseen Acreseceived a fair
amoun of attentioncomplete witmewy definedagicultural and rural vacant lacldsHi-
cations.

Other notable changes over the past decade include the Job Opportunity Building Zone
(JOBZ)programand its unique partial exemption, the transfer of wingyesygstems from
the property tax to a production tax, the elimination of limited market value, the creation of
the Sustainable Forest Incentive(&&1A)programandcontinued classification changes
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Property Taxes in Minnesota

TheProperty Tax System TodayComplexity Abounds

Breadth of Complexity
Mi nnesotads property tax 1 s a complex systel
in many different waymmcluding:

aids to jurisdictions to reduce their property tax reliance,

reductions in taxable value through exempdilod€xclusions,

differential weighting of taxable value thralassification andultiple tax bases,
reductions in final tax bills through credits, and

refunds after taxes are paid.

v v > > >

The multitude of overlapping features and mechanigmstimdemarlof property taxes in
MinnesotaWhile taxpayemmay expect that property taxes should be as sisnplultip)-

ing theirp r o0 p ealue hydhe tax rate, there are manyhassransparent ways in which
the valuerate, and tax are manipulatddcommonmisperception is that governments
adopt tax rateduttheyactually adopt leviés dollar amount of taxes to be rais€dgtax
rates aréheresult of dividing thadoptedevyby the tax base.

The vast array déatureghat manipulatéevies, tax Isas, and rategeneratesomplexity
and reduces efficiency and understandaagitilustrated in Figure 1

Depth of Complexity

Anot her trademark of Minnesotads complexity
that are applied to affect taxcoddtions, but also the extent, proliferation, and detail of

many of the individual features.

One of the most obvious examples of this is the extensive number of specific classes and
tiers of property that are defined. Classification is used to detbemizeable value of a
property by multiplying a classification percentage to the initial value. This changes relative
burdens between different classes of property.

In 1913, Minnesota established just four classes of propergent years, numerous
smaller classifications have been added that generally encompass a limited numter of pro
erties, often includingethiled qualification criteriboday, depending on how you count,
there may be up to 55 differgmopertyclasseand tier{seed T h e  Envob Minnést o
tads Cl assi fApperaikB).on Systemd i n

Another example of the degree of intricate detail found in the system can be seen in how an
agricultural homestead is determined. The growth of different ownership arrangements, and
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the substantial fierences between homestead andhoomestead agricultural land, have
led to incredibly meticulousquirements for qualificatiohhe flowchart in Appendix B
illustrates just how complicated this process is, and begs for a greater sense of purpose in the

design of the stesm.

Leviesare impacted by:

A Number and scope of
taxing authorities
State (1)
Counties (87)
Cities(854)
Townships (1,802)
Special Taxing
Districts (242)
TIF Districts (2,006)
A Service denands and

mandates
A Property Tax Aid (10)
and other Revenues
A Stateimposedlevy
limitations

For Governments:
Property Tax Levy + Tax Base = Tax Rate

Tax Basesare impacted by: Tax Ratesare impaced by:

A Exemptiong(47 categories) A Disparity Reduction Aid (1)
A Exclusiong6) A Special service areas

A Special valutions and
deferments(4)

A Tax base definition$6) and
classification (55 incl. tiers)

For Taxpayers:
Parcel Tax Base x Tax kate = Parcel Tax B

ParcelTaxesare impacted by:

A Credits(11)
A Senior Deferral Progranl)
A Refunds(4)

Figurel 0 Adapted frorMi nnesot a Department of
Tax | nvent orGoynt prdvided in pa2edtheBes aftpr.ed&h feature are from 2010.

Revenue, OPro

Afullinventoryanddesd pti on of the c¢ompl e systdmytooloal Mi

substanti al

share of t he

Wor ki ng WBilewau p 6 s

cannotadequateligemizeall of those elemenhere, Appendix Dandthe list of Resources
at the end of this report contai@muableletailabout many ahesdedures.
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Property Taxes in Minnesota

The Consequence®f Complexity and the @se for
Simplification

The first reaction to demonstration of all the complexityar system might often be to
guestion:

A Sowha@is t he? probl em
A Why does it matter that Minnesotads proper
Alfsi mplicity and fairness can be competing

These are valid questions, agrtiainly there is an important justification for many individ
al features that contribute to the comipeof the system as a whd&at, complexity does
generate real problemghat undermine important tax principles

Diminished Understanding for Taxpayer

When complexity is too great, taxpayers have little hope of identifying how thanetaxe
specifically calculatékhis breeds anger and distasthey are expected to take it on faith
that they are being treated fairly and correctly. They do nohéwnoto keep state and local
government officials accountable for outcomes and hear mixed messages thabthey can
assesS.hey are unable to plan for and adapt to changes.

Diminished Understanding for Policy Makers

When state policy makers cannot elasitm and understand the systiey are unable to
adequately assess the merits of proposals and to accurately assess the outcoroes of their a
tions. They are unable to explain issues to taxpayers with confidemrereental changes

for narrow interestare viewed without full understandingheir costs and consequences.

The ability to grapple witiroad reforms is handicappPadlicy making becomes reattio

ary rather than strategic. Local officials may make levy decisions with good intentions but
not realize their outcomes.

Diminished Understanding for Administrators

When those who administer the system cannot easily understand the interactibns and ou
comes, they muptace blind faith in systenumiformity in adnmistration is placed at risk.

The abity to proof anccheck outcomes is diminish&€te opportunity for errors in admi

istration increases substantially. They are unable to provide full explanations to taxpayers and
proper guidance to elected officials.
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Diminished Transparency and Accountabjl

Without understanding there cannot be transparency. Without transparency there cannot be
accountability. Without accountabilitysystem can become ineffeciivefficient and m-
equitableProblems cannot be easily identified and addressed. Gosteautinot be readily

verified and objective evaluation lsansurped by political messages.

Leads to Unintended Consequences and Inequities

The extensive interactions in a complex andrangparent system can cause outcomes and
other consequences tl@e not foreseen, not desirable, and not equitable. The presumed
benefit cannot be fairly measured against unseen costs, and megsbeeimplemented

that would otherwise fail the implicit cost/benefit analysis of policy makers.

Leads to Errors

Errors ae difficult to avoid when understanding, transparency, and efficiency ace compr
mised by complexity. The ability of administrators to identify, anticipate, and avoid errors of
all magnitudes is increasingly compromised as the level of interactionsuatiesotise.

Errors, of course, are generally costly, inefficient, unjust, and/or unfair.

Allows Incrementalism to Trump Global Principles

Incremental changesvhere a change is made on the margin to impact a limited segment of

a bigger systdmare not inkrently or always problematic. However, incremental changes

should be made with an eye towards the broader context of more global principles so that

they can be evaluated properly in terms of their consequencesdfstraael less tangible,

cumulative csts. When the system cannot be easily understood or evaluated, time more i

medi ately evident and more tangi blagao-Oobenef it
um and the system can stray from broader goals and principles.

Inefficiencies and Costs Ris

The more complex the system, the more difficult and ievetffit becomes to administer.

Costs rise significantly. This is especially a problem with property taxes since most of the
administrative costs are born locally and are not fairly evaluatdd ppley makerseb

cause it does not affect their budget constraints. The spillover costs of complexity, however,
do rise for both statand local administrators and the feasibility of accurate administration
diminishes in real terms.
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A Call to Action

Althoughit might be easy to incrementally add a feature of comfuetkigy property tax

systemtaend real i ze a naainaly iroproeethimdse whiehly condrb- o f

uting to the oO0costso6 of compl exietogtshave a muct
a way of degrading the beneditsl magnifying the cosés inefficient system that cannot

be understood, that lacks transparency and accountability to a significant degree, and that
results in unintended consequences and error at a geliisgnot an acceptable system.

Periodic reform and simplificatiorars overdue necessity. Whether the Legislature lcan tac

le a major redesign, or simply engage in some meaningful pruning achaegessary to

improve the health of the overalltegs
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Guiding Principles

We recommend the legislature adopt the followihegpoupdetinbanges to the
property tax system.

Defendthe purpose

The purpose of the@roperty tax iso provide docal revenue sourde pay forlocal se-

vicesAlthough the state should define a uniform structure, tisbdaid be accountable to

| ocal peopl e and t he verylimitdklbshould notvbe anvaeemae nt s s
for state legislators to serve constituent interests. The property tax is fotecadsee-

nue system, not a vehicle for state policies.

Base property taxes on market value (true ad valorem system)
Using a value other than the full estimated market value (by applying exclusions, limitations,
or alternate values) creates confusamplexity, costs, and distortions.

Base property taxes on property attributes, notvnershipor occupancy

The characteristics and use of a property should drive property tax levels, while-the chara
teristics of an owner or occupant should be deliveradcaime tax benefits or other

means. Primary benefits for individuals should be via the property tax refund programs. A
Ohouse is a housed6 and should be takied the s
principleis not intended to singbeit or dealue any particular group or benefit. But there

may be other ways, outside of the property tax system, to achieve these same goals.

Defend broad based goals from narrow interests

Creating new classifications or other benefits for individual or nargvaupstof property

can often be rationalized on the md@rgaimost everyone hageason they should pay less.

Narrowing the discussion perpetuates complexity and the incremental erosion of-broad pol

cy goals.Administrative costs can evewtweigh very neow benefits.0 C o ntme
cial/industrial é is a bett er -pfoft mereatiotalhnan r es
property, or marinas.
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Guiding Principles

Consider more transparent alternatives

When evaluating new property tax proposals, legislators should considehelgpabialt
provisionis needed in the property tax system, 2) if there are other ways to deliver the ben
fit outside the property tax system, and 3) whether it is appropai&egisrm benefit or

a shoriterm fix. The property taxshould not be usethsply to avoid direct state costs.

Provide sunsets to prompt review

Any new changes, programs, or benefits in the progedystem should have a sunset so
as to force revaluation over tim&unsetsvill helpremoveprovisions which are obsolete
or no longer achieving their intended goBfese reviews will help promote greater eff
ciency and effectiveness in addressing policy goals.

Require value or intention statements on new legislation

County administration is an arm of state government andrbele Ise a greater recoegn

tion of partnership and sensitivity to administrative costs. Therefore, when enacting new
provisions, the legislature should include a statement that describes:

A why the change is necessary,

A why the change is valuable (fiscdysish
A what the change intends to do, and

A what alternatives were considered.

Such statements will enable the provision to-éeateated over time, and will enrich-dec
siontmaking whethe provision is set to expire

Make simplicityand transparencya priority

This Working Groupwas created to simplify the system and recommend ways to make it
more understandable. A transparent and understandable system facilitates trusttand accoun
ability. A simple system is more efficient and less susceptible touemteaded du

comes, and high codBelicymakers need to defendstimportantprinciples.

Require local impact notes for any property tax changes

Although local impact notes (i.e. fiscal notes for local governments) may be requested by
legislators a&ny time, such requests rarely take place. We recommend that local impact
notes be required for all proposed changes to the property tax system to increase account
bility.
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Our Recommendations

Classification

We recommend the legislature implement the follovanges r el at ed
classifttansystem in order to ibmakee simg@éjcientnderstandable, and
equitable for taxpayers and administrators.

Reduce the number of classifications
The Minnesota Const i bwstfor dfferénstypésrofigieor mi t y
erty to be classed at differentrdiéfs.nnes ot adés properiti-y tax s
fied in comparison to other statéhough Minnesota has up to 55 differentielass

fications and tiers, there are truly only nine diffelass rates assigned to the varietg-of di

tinctions. Greater consolidation around a more limited set of class rates should be pursued.

Principlebased Recommendations

Benefits targeting specific properties or owners should not be givenrtiiooaglessifia-

tion. This can be a hidden way to shift burdens among the tax basefit on one pw

erty incrementally increases taxes on all other proeai®s.encourages the furtheraere
tion of new, specific classifications thatowdy pick winnerand loserOther states ge
erally hae just a few classificatiofWhile it can be difficult to identify and count claasific
tions, $uth Dakotamight be second with 14, whilksconsin has seven, lowa has five, and
North Dakota has four.)

Strong considaation or discussion should be had as to whether the system cannot simply be
based on a single classification. For what purpose is any classification needed?

At a minimum, any new classifications should have an impact on a significant number of
propertiesbwners, not a select few.

Specific Recommendations
We recommend reducing the number of classifications and tiers from 55 to 4 broad classes
(see the class rate tablappendixC for reference):
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A Residential 1a, 1d, 26HGA), 4a, 4b(1), 4b(2), 4b(3), 3b4bb(1), 4bb(2), 4c(4)
4c(5)(1)4c(5)(ii) 4c(9) first 3 units, 4c(12), dad
This includes classifications for residential homesteads; migrant housing;
the house, garage, and first g&t€&A) of agricultural homesteads;
apartments; variouson-homesead residential classes; jsesbndary
student housing; manufactured home parks and coops; the first three
units of bed and breakfasts; seasonal residential (cabins); and qualified
low-income housing.

A Commercial 1c, 3a, 3b, 4c(1), 45(2c(3)(i), 4c(3) 4¢c(6), 4c(9) beyond firsuBits,
4c(10)and4c(11)
This includes oOoOMa & Pad resorts; co
and railroad property; commercial seasonal (resorts); qualifying golf
courses; noprofit community servieariented orgamations; metro
nonprofit recreational property; the remainder of bed and breakfast
units; seasonal restaurants on a lake; and marinas.

A Agricultural 2a, 2b, andc

This includes agricultural land, rural vacant land, and managed forest
land.

A Other 2d, 2eif not elminated), 4c(7), 4c(8), 5(1), a(®)

This includes private airport land; land with aggregate deposits, certain
nonrcommercial aircraft hangars, unmined iron ore, and all other prope
ty not otherwise classified.

These classifications refleciesalvnotions that the Working Group has embraced:

A Thecurrentresidential classemke too fine of distinctiond/hile dapartments,dcab-
ingd, andohomesteatlconcepts may form arguable distinctions, there is also strong lo
ic in the broader nion that a0 h o u s e i Bull @nsdiidatios @ residentialsela
ses would yield the greatest simplificatidho me st eaddé benefii-t s do n
fication distinction.

A Thevarious classesdfb usi ness 6 or 0arealsorteorficely apediie pr oper
Even when subgroud i ke a oOresortdé i s goeslewanfuitheri ed, t
by perpetuang finer categorie such as bed & breakfsbr by making distinctions
based orthe residency ofrae s ownér.dhe greatest simplification argagainsthis
proliferation oharrover classificéons.

A Likewisethe notion thatagricultural land is agricultural taptbvides simplification
andis logically more appealing thgimg agricultural classificatidnsownership &
rangement®\ single gricultural classification would not affect the valuation of different
types of land, such fasest vs. rural vacant landitable vs. notillable.

Final Report othe Property Tax Working Group 24



Our Recommendations

Homestead kenefitsd Expand the Property Tax Refunprogram

Ideally, homestead benefits would natdxessary given that they are moré-attri

utes of owners #n attributes of property uséowever, there are strongly hedd b

liefs that homesteguleferences serve an important role in promoting home-owne
ship and strong communities, among other purposes.

The Working Group acknowledges the importance of homestead benefits, and recommend
that such benefits be providedt@Property BxRefund(PTR)programin order tomin-

imize complexitydlomestead benefits currently provided in other ways, includiragrire

stead exclusicanddisabled veterans exclasishould be moved into an expandeddiom
owner PTR program.

We al so recommend standardizing the definit]
and one acréHGA) for all homestead properties. Themm@mmendatianapply to both
agricultural and residential homesteads.

Avoid or eliminate tersand parcetlinkage

Tiers withinall classifications that are based on values should be eliminated/phased

out, minimized, or be replaced by alternate formerafib Tiers, and othee-r

guirements that cause multiple parcels to be linked together into groups-by owne
ship, no longer view property on its own charactedsticimstead evaluate ownership.

Parcelinkages create significant complexity and confissitaxpayers. For example, the
agricultural tier confuses owners when one of their parcels sees a large increase in tax co
pared to other parcels and this is simplyalbew the tiers are appliedhellinkages make

data programming and managementautidlty more difficult and costly.

Eliminating tiers removes the need to chain parcels which makes the system less complex
and reduces adnstrative costs.

Revampthe agricultural homestead classification process

The process of determining agricultaral special agricultural homesteads is very

burdensome and confusing for propeagyadministrators and taxpayg3se chart

in Appendix B.JThe various ownership arrangementstia@dbility to chain pa
celsfor homestead benefits has created a amateali proliferation of qualifying criteria, and
simplification of this process would make for significantly more efficient and understandable
administration
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Specific Recommendations

As a result of consolidating classifications and eliminating Recsimendatiormsd3, all
agrictltural land and buildings (except the residdmtigde, garage and one att&AO6
portion) would be taxed at a single ragardless of ownership amith no limitations on
acreage or valuation. These simplifications thatupartial interests, special agricultural
homesteads, fractional, relative, ezoastry, and actively farming classifications would no
longer be necessafihis wouldcreate aconsiderably more simple, efficient, transparent,
and understandable syste

Within this visionphomesteaarequirements anoknefitsfor agricultural properties would

be the same as foon-agriculturatesidential propeets Homestead benefitguld be in-

ited to the HGAandwould not extend beyond the first aégricultual land owned by

partnerships, LPs, LLCs, LLLR$;.would no longer qualfyor o homestead, 6 bu
receive the same treatment as all other agricultural h@ttiGA would be subject to all

voter approved and capital improvement referendumsagvlatdtural lanevould not.

Establish aragreed upon relationshi 0 r ®&dtwean 6lgssifidion rates
Policymakers have too often viewed <cl ass
el so6 f denefi®hicam de gi ven. Heshaulatntto c | as si
establish relatiygroperty taburdens between classificatidaygdentifyng a pe-

centag®f value that should be tax&tlis begs for broader classifications and a philesoph

cal evaluation of relative burdens, not constant tinkerirdjseodntingMaintaining co-

sistent ratios would enhance transparency. If rates dhangehould be proportional or

agreed upon changes in relationships.

Timing and Calendar Changes
Changestiaproperty tax calendar and elements of timing.

Consoldate reporting, application, and effective dates
There are a wide range of dates to track within the system as to when various appl
cations and reports are due and cwhen cha
tive.Consolidating around a few key dat#snake it easier to understand, explain,

and comply(See proposed calendar on the following page.)
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P d i
Items Due (Old due date in parentheses)

Jan 2

Febl
Mar 1
Mar-Apr
April

Apr 1-Jun1
May 1

May 15
May 1-July 1
Jun 1

Jul 1

Aug 1

Sep1l

Oct 1

Oct 15
Nov 1
Dec 1

Dec 31

A Assessment date (Jan 2)
A Personal property classified as taxable or exempt (Jan 2)

A Local assessors to deliver assessment records to county assessor (Feb 1)
A Assessor to notify township and city clerks of local board dates (Feb 15)
A Valuation notices mailed (MaApr)

A Last day to mail property tax statements (excemianufactured homes) (Mar 31)
A Spring Mini abstract due (Apr 1)

A Local Boards of Appeal and Equalization convenes (ApMay 31)

A Class 1c or 4c¢(5) resort applications (Jan 15)

A File for exemption (Feb 1)

A File tax court petition for disput@ver value for current year taxes payable (Apr 30)
A Class 4c(3)ii, Green Acres, Class 2c applications (May 1)

A Assessor to return manufactured home assessment books to auditor (May 1)
A Homestead applications for manufactured homes (May 29)

A Metropolitan Agrialtural Preserves applications (Jun 1)

A Assessors notify property owners of contamination value (Jun 1)

A Senior citizen property tax deferral, Disabled Veterans applications (Jul 1)

A Notify assessor of entipwned property for agricultural homestead statugl 1)
A Class 1b applications (Oct 1)

A Firsthalf real property taxes due (for most properties) (May 15)

A State Board of Equalization convenes (Apr-I5in 30)

A Assessor notify Revenue of changes made to Spring Mini abstract (Juretore)
A Assessor sends summaries of assessment to auditor (JuMan)

A Commissioner of Revenue to certify changes in assessments from State Boards (Jun 3
A Cut-off date for changes in taxable/exempt status for current assessment year (Jul 1)
A All real and personal property assessments finalized (Jul 1)

A Last day to mail property tax statements for manufactured homes (Jul 15)

A Firsthalf property tax on manufactured homes due (Aug 1)
A Assessors certify commerciatdustrial NTC to auditors for $cal disparities (Aug 5)

A Property Tax Refund Form M1PR (Sep 1)
A Assessors file Abstract of Assessment, Fall Mini, Market Value by Parcel File (Sep 1)

A Assessors certify approval of Open Space applications for current year (Oct 15)
A Secont-half real and personal property taxes due (including class 2a) (Oct 15, Nov 15)
A Open Space applications for next assessment year (Nov 3)

A Establish homestead, publish notice of homestead application due dates (Dec 1)
A County assessor may exane appraisal records of local assessors (Dec 1)

AHomestead applications for current year
A Assessor file corrections of clerical/admin errors made after local/county boards (Dec 3
A Expiration of terms of county assessors (eveéfyyear) (Dec 31)

A Add or remove taxforfeited property (Dec 31)
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Base assessments on the most current economic conditions
When the sales that are examined to make and evaluate assessments are based on a
lagged period, or are adjusted to a time gsmb&hind the assessment date, the tax
burdens can seem disconnected from current economic conditions andsfoster di
trust in the systerRecent chang&s the sales analysis pro¢esse been made to limit the
lag.Assessments are now being measuredtagaestimate of the currergar marketar
ther than an estimate of the prewigear marketurther and continued evaluation should
aim to optimize the connection to the current market.

We recommenddijusting market definitions (a larger geographicatineathan a longer
timeline) for sales comparison purpodés.also recommend the legislature eageuthe
transition toElectronic Certificates of Real Estate VE@@&RV)to improve responsiveness
to economic conditions

Truth in TaxationTNT)and Natices

The process of communicating how budgets impact taxes needs significant change
noticesay heo late, budgets are established much earlier, and the most importan
information is not well communicated.

Make improvements to the Truthin Taxation(TNT)process

In addition to the recommendations for all propertydiated notices and stat

ments listeth Recommend&itime entire TNT process should be modernized and

made more transparent, understandable, timely, and efficient fersaapd cx
ministrators.

A Basic budget informaticr linksshould be shown on tANT notices rather than just
the property specific tax amounts. The notices should also direct taxpayers t official |
cal government websites, where medejpth budget formation would be available.

A Any oOpublisheddéd information shoul dv- be <char
ernment websites rather than newspaper publication.

A Taxpayers should be engaged electronically (email, electronic newsletters, online forums,
Twitter, etc.), rather than viagarson hearings.

A The time for constructive engagement should coincide with actual budgetasy deliber
tions and not occur so late in the year.

Final Report othe Property Tax Working Group 28



Our Recommendations

Make mprovements tonotices andstatements

TheTNT notice, valuation noticand tax statement need a greater sense o coord
nation and consistencihese tax documents should have a specific branding to
improverecognition and understandilrgaddition:

A Both estimated market values and taxable marketsvedukesbe provided arotices.

A Websites and email contact information should be included in addition to, or in place of
addresses and phone numbers.

A Better timing/coordination of notices to maximize effectiveness should be explored.

A Notices should be available by electrbeligery.

Operational andAdministrativeChanges
Changes to the overall property tax system and how it is administered.

Investigate and plan for an eventuatagewide computer system
Counties currently replicate programming and administrative overhead
across a handful of consortitbased or individual systeifisis duplication
increases administrative costs and enhalolruniform administrationlhe
state should explore a centralized system (whether developed or delivered viana single co
tracted vendorA centralized tax system may be separate from centralized compater assist
mass appraisal system.

A state system would likely save total state and local costs, but it would transfer those costs

to the state. One advantage of this would be improveghtatuitty and a stronger disi

centive to marginal changes to the property tax system, because such changes would require
fiscal notes and state accountability for administrative costs. (Currently, substantial costs are

borne locally and viewed without fisgal note considerations by the state. Local impact

note requests are rafglgving to a statewide system would help support local administr

tion of the tax.

Such a system would take planning and a signifiestmentThe timing should be midn
ful of recent investments made by counties in their systems.

Convert the tax capacity system to an assessed value system

The current tax capacity sysisninique to Minnesotalong with its o-

familiar terminology, this system expresses the taxable zaprepsrty in

very small amounts that are lessthamd% a pr oper tThés mar ke
original notion was that these values would approximate tax levels and that total tax rates
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would typically range arout@0%.Such high nominal tax rates may makepansons

with other states more difficult and possibly hurt competitiveness, even if thg tasultin
burdens are competiti@ther statesise a systeof assessed values where the taxdble va
ueof a propertys expressed as a (higher) share of thematikt value. By expressing ta

able value in terms that fit the scale of a market value, the tax rates are much smaller in no
inal termsTax rates arieequently expressad mill rate@ollars raised per $1,000 of value)

Mi nnesot ads ues itlesutansmnerd to eunof staekbusinesses or mew arr
vals.We thereforeecommend convertirtg a more traditionassessed value systAit.

hough this change may cause confusion in the short term, the Working Group believes that
the long ternadvatags outweighthe initialinconvenienceslsing assessed values and mill

rates could yield the same calculated tax amounts, and would just change the mathematical
expressns to more traditional termie intended result is for a more understandable and
competitive property tax system.

Eliminatethe use ofproperty taxes for state funding

Taxpayers see the property tax as a local tax. The state propepgidax
only by commercial/industrial and seasonal recreational propextids
another layesf complexity to the system.

Within this vision, & recommeneliminating the state tax for the purpose of restoring
propertytaxes as a local t®eliberations as to burden levels across propestyand re-

enue compensation are outside the scope Morking GroupThe Working Group =

ognizes the budgetary implications of this recommendation. If the state propertyitax conti
ues to be levied, the revenue should stay within the local system and be given directly to
school districts and othleccal units of government, noeposited in the state general fund.

Avoid limits, @ps, andfreezes

Limits, caps, or freezes wauesshift taxes, often to perverse degrees over
time, resulting in unintended inequities that can be avoided by more overt
clasdication/programs. Value limitations should be avoided.

Limits, caps, or freezes tax amountscreate gaps between levies and collectionsithat u
dermine budgeting while also creating equity concerns. Tax limitations or freezes should be
avoided.

Limits, caps, or freezes teviesmight best constrain overall tax amounts but they can also
be stimulative, overly restrictive, or ineffectively loose depending on their design, making
them inefficient and undesirable. As a local tax, the state shoulddevéycahents make

their own determinations and aAccountable to local votdravy limits should not bent

posed by the state.
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Other Property TaxPreferencesand Benefits

Specific recommendations for current programs and features of the property tax s

Exclusions

Exclusions reduce the taxable market value of a property and, therefore, shift

the tax base. They may be seen as an easy way to provide a benefit because

they do not cost the state money. Exclusions are less transparent and less
understanddé for taxpayeys who may not know that & heyor e
benefitorwhyt he val ue of their neighbords house 1is

Principlebased Recommendations

The state should pay foer®efits that the state thinks amgortant(e.g. use credits @-r

funds, rather than exclusions or exemptions). If used, exclusions should be tiedpto the pro
erty, not the owner. Because exclusions are not very responsive, they should not be used to
provide shorterm or onetime benefits.

SpecificRecommendations
: Recommendation
Exclusion . Reasons
(or Options)
This Old House A Allow to phase out A Did not necessarily achieve intended goals

A Not transparent

This Old Business A Allow to phase out A Did not necessarily achieve intended goals
A Not transparent

Plat Law A Delete,or A Let market forces deternmie value (true ad valorem)
A Phaseout A Developers can choose when to plat
Mold Damage A State paidproperty A State should pay for benefits that finds important
or income taxcredit A Exclusion is not responsive to when you pay to clean u
A StateRefund these other options are.

A Abatement remn-
bursed by the state

Disabled Veterans A StateRefund A Based on owner, not on property
A Income taxcredit A Some areas with a large percentage of disabled vetera
in their communites have seen a large reduction in thei
tax base.
Homestead A Eliminate as a corss A Based on owner, not on property
Exclusion quence of other r&- A See Recommendation 2.

ommendations.
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Credits

Credits reduce the final tax you owe. They do not shift thasaxbut they

do cost the state money. Credits may be more accountable and uaderstand
ble for taxpayers (té&credits = what you pay).

SpecificRecommendations
Recommendation

Credit o Gt Reasons
Disaster (2 credits, 1 AKeep as is A These credits/abatements are successful and responsiy
abatement) A Already have builin time limit (not everlasting)
A Local options allows some local control
Power Line A Delete, or A High administrative cost (calculating a separate tax bas
A Phase out and rate) for relatiely small benefit

A Possible overlapping of benefits: Properties may alreac
have a lower valuation due to the power line and/or
money from an easement for the line.

Disparity Reduction A Keep as is A Keeps businesses in the state. Paid for by state as a st

objective. As a credit, it is accountable in the system
Agricultural AEliminate as a corss A If HGA receives homestead benefits as a residential
Homestead Market quence of other re- homestead and all oaglrilca
Value Credit ommendations at the same rate, this credit would no longer apply.
Bovine Tuberculosis A Do not reinstate A Example of a norproperty tax related benefit in the
Credit property tax system

A Addressed a onetime issue and allowed to expireca
cording to original intert

Exemptions
Exemptions shift the tax base but do not cost the state money. Property that
is exempt is removed from the tax rolls entirely in order to accomplish public

purposes (rather than to favor certain property owners over others).

Principle based Recommendations

The legislature should be very selective as to which properties should pay no property tax at
all. Permanent exemptions should not exist to serve special interests. When properties are
removed from the tax rolls they can seem hiddee fargotten, reducing accountability in

the system. Thereforeal propertgxemptions should have automatic review/sunset dates

to improve accountability and ensure they are still necessachianohg their intended

goals.
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SpecificRecommendations
: Recommendation
Exemptions : Reasons
(or Options)
Constitutional/Federal A Keep as is A Not changing constitutional exemptions
JOBZ A Allow to phase out A Phasing out was original intent.

Business Incubator A Allow to phase out A Phasing out was original intein
Property

Aids

State aids supplement property taxes for local governmoeatsGovernment

Aid LGA), County Program @é&A), and pension aids are geopeztgited,

buttheWorking Grouyas not mageommendatiotiseobecause theyeaireg
worke orby othstudgroups.

Specific Recommendations

Recommendation

Aids : Reasons

(or Options)
Utility Valuation A Allow to phaseout A Original intention is to naturally phaseut after trans-
Transition Aid tion from utility rule change.
Disparity Reduction A Sunset A Created for 1988 conversion from mill rates to NTC;
Aid (DRA) A Phaseout may not be achieving intended purpose in all areas

Special Valuations and Deferrals

Special valuations and deferral progtame the effect of reducing the

amount of taable value for qualifying propertidhile these programs may

create benefits for participants, they also increase complexity, decrease a
countability and transparency, and make the system less efficient.

For exampleQpen Space and Green Acres estahlighlue for tax purposes that is less
than t he pr op,evhithig & difficaitaexelcisherevisaalsaineore room for
problems and errors when you move away from fair market values.

All current and any futurpexial valuatioor deferral ppgramsshould have sunsgates to
prompt reevaluation.
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Refunds
After property taxes are paid, qualifying property owners may app8-for a r
fund for a portion of their property taxes. Refunds are paid for by the state.
Homeowner and renter PropertyxTRefunds (PTR) are incotested,

while special targeting PTR and some other programs are not.

Principlebased Recommendations

The refund should be a key tool for addressing equity issues that relate to owners of prope
ty. The state should pay for retigdit it chooses to grant, as opposed to exclusionsi-classif
cations, or other features that cause tax shifts.

Specific Recommendations

Refunds / Other Recomm endation Reasons
(or Options)

Homeowner PTR A Expand use A Should be the primary method of providingenefits tied
to ownership oroccupancy, including homestead and
other benefits

A Paid for by state as state objective.

A See Recommendation 2.

Renter PTR A Reevaluatst A Classifying all residential property equally lowers the ra
paid by apartments and thushe refund serves less
need.

Homeowner AKeep it A This may be a valuable tool to address the impacts of

6Targeti ng implementing the recommended changes.
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Appendix A: About the Property Tax Working Group

Legislative Charge
Minnesota Statutes, section 270C.991, subdivision 4

Property tax working group(a) A property tax working group is established as provided in
this subdivision. The goals of the working gasap

(1) to investigate ways simplify the property tax system and make advisory reccemmend
tions on ways to make the system more understandable

(2) to reexamine the property tax calendar to determine what changes could be made to
shorten the twayear cyclfom assessment through property tax collection; and

(3) to determinghe cost versus the benefits of the various property tax companents, i
cluding property classifications, credits, aids, exclusions, exemptions, and abatements,
and to suggest ways to achieveesofrthe goals in simpler and more -effstient
ways.

(b) The 12nember working group shall consist of the following members:

(1) two state representatives, both appointed by the chair of the house of representatives
Taxes Committee, one from the majorityypend one from the largest minority party;

(2) two senators appointed by the Subcommittee on Committees of the Senate Rules and
Administration Committee, one from the majority party and one from the largest mino
ity party;

(3) one person appointed by the Assmricof Minnesota Counties;

(4) one person appointed by the League of Minnesota Cities;

(5) one person appointed by the Minnesota Association of Townships;

(6) one person appointed by the Minnesota Chamber of Commerce;

(7) one person appointed by the Minnesota AssoctdtAssessing Officers;

(8) two homeowners, one who is under 65 years of age, and one who is 65 years of age or
older, both appointed by the commissioner of revenue; and

(9) one person jointly appointed by the Minnesota Farm Bureau and the Minnesota Farmers
Union.

The commissioner of revenue shall chair the initial meeting, and the working group shall
elect a chair at that initial meeting. The working group will meet at the call of the chair.
Members of the working group shall serve without compensation. Thescamemds re-

enue must provide administrative support to the working group. Chapter 13D dpes not a
ply to meetings of the working group. Meetings of the working group must be open to the
public and the working group must provide notice of a meeting mtighytenterested pe
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sons at least seven days before the meeting. A me#tmgaking groumccurs when a

quorum is present.

(c) The working group shall make its advisory recommendations to the chakli®udehe
of Representatives and senate T@&amamittees on or before February 1, 2013, at which
time the working group shall be finished and this subdivision expires. The advisery reco

mendations should be reviewed by the Taxes Committees under subdivision 5.

Members

KathleenA. Gaylord (Chair)

Dakaa County Commissioner
Association of Minnesota Counties

Rep. Denise Dittrich
Minnesota House of Representatives

Rep. Greg Davids
Minnesota House of Representatives

Sen. Rod Skoe
Minnesota Senate

Sen. Warren Limmer
Minnesota Senate

R. Thomas Mould
Homeowrer (under age 65)
Minnesota Department of Revenue

Eric Sorensen
Homeowner (age 65 or older)
Minnesota Department of Revenue

Luayn Murphy
City Administrator, City of Mayer
League of Minnesota Cities

Rob Vanasek
Vanasek Consulting
Minnesota AssociationvokHips

Matt Van Slooten

President, Carlson Real Estate Company

Minnesota Chamber of Commerce

Stephen Behrenbrinker
Assessor, City of St. Cloud

Chris Radatz

Public Policy Director,

Minnesota Farm Bureau
MinnesatFarm Bureau and Minnesota
Far me r (dost Appointroemt)

Alternates & Former Memberg&\

A

A

Minnesota Association of Assessing Officers
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Rep. Linda Runbeck*
Minnesota House of Representatives

SenRick Olseeh
Minnesota Senate

Jason Norti
Minnesota Department of Revenue

Cal Larsoh
Homeowner (&ger®ldeNlinnesota
Department of Revenue

David Frickéand Gary Pedersen*
Minnesota Association of Townships

Craig Patterson* and Doug Fulton*
Minnesota Chamber of Commerce

Bill Effertz*

Minnesota Association of Assessing Officers

Thom Petersen*
Govanment Relations Director,
Mi nnesot a

Far me r (dost Appointroemt)
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Appendix B:Exampes of Complexity

assi

The Evolution of Minnesotads CI
1913 1933
Class Description Ratioc | Class Description Ratio
1 Iron Ore Mined or Unmined 50% 1 Iron Ore Mined or Unmined 50%
2 Household Goods and Personal Effects 25% 2 Household Goods and Personal Effects 25%
3 Unplatted Real Estate 33%% 3 Unplatted Real Estate 33%%
3 Livestock, Farm Produce, Inventories 33%% 3 Livestock, Farm Produce, Inventories 33%%
3 Manufacturers' Tools 33%% 3 Manufacturers' Tools 33%%
4 All Other Property (primarily Urban Real 3a Agricultural Machinery and Horses Used by
Estate) 40% the Owner and Agricultural Products in the
Hands of the Producer 10%
3b Unplatted Real Estate Used For a
Homestead
First $4,000 20%
Excess 33%%
3c Platted Real Estate Used For a Homestead
First $4,000 25%
Excess 40%
4 All Other Property 40%
1963 1973
Class Description Ratio Class Description Ratio
1 Iron Ore Mined or Unmined 50% 1 Iron Ore Mined or Unmined 50%
1a Low Recovery Iron Ore 30-48%:% 1a Low Recovery Iron Ore 30-48%:%
1a Blast Furnace Products 15% 1a Blast Furnace Products 15%
2 Household Goods and Personal Effects 25% 2 Household Goods and Personal Effects™ 25%**
3 Rural Real Estate 33%% 2a Mobile Homes
3 Agricultural Products, Inventories 33%% Homestead First $12,000 25%
3 Manufacturers' Tools 33%% Homestead Excess 40%
3 Structures on Fed/State Lands 33%% Non-Homestead 40%
3a Agricultural Products in the Hands of the 3 Agricultural Land 33%%
Producer 10% 3 Tools, Implements and Machinery which are
3b Rural Real Estate Used For a Homestead Fixtures 33%%
First $4,000 20%* 3 Personal Property on Fed/State Lands 33%%
Excess 33%% 3 Commercial and Non-Commercial Seasonal
3 Other Real Estate Used For a Homestead Residential for Recreational Purposes 33%%
First $4,000 25%* 3b Agricultural Homestead
Excess 40% First $12,000 20%*
3cc Disabled Veterans' Special Housing Excess 33%%
First $8,000 5% 3c Other Real Estate Used For a Homestead
Excess 40% First $12,000 25%*
3d Livestock, Poultry, Horses, and Mules; Excess 40%
Agricultural Tools, Implements, and 3cc  Parapalegic Vets/Blind Homestead
Machinery 20% First $24,000 5%
- Petroleum Refinery Real Property 27% Excess - Agricultural 33%%
- Pretroleum Refinery Personal Property 17% Excess - All Other 40%
4 All Other Property 40% 3d Non-Homestead Residential 40%
3e Timber Land 20%
3f Owner Occupied Residences on Leased (3b, 3c,
Land 3cc)
3h Petroleum Refinery Real Property 30%
- Parking Ramp in Certain First Class Cities 25%
- Housing for the Elderly or for Low and
Moderate Income Families Financed by
Federal Loan or Federally Insured Loan
Pursuant to Title Il
Municipalities of 10,000 or more 20%
*Exempt from state tax except old debt. Municipalities under 10,000 5%
**1959 Law allows county boards to exempt class 2 property. 4 All Other Property 43%
Final Report othe Property Tax Working Group 38

f

(



Appendices

Final Report othe Property Tax Working Group

39



















































